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' Sa‘llor Certified Public Accountants

Khan & Co.

INDEPENDENT AUDITOR'S REPORT

Board of Commissioners
City of Hillsdale Housing Commission
Hillsdale, Michigan

We have audited the accompanying basic financial statements of the City of Hillsdale Housing Commission, Michigan,
{Commission) as of and for the year ended June 30, 2003, as listed in the table of contents. These basic financial
statements are the responsibility of the Commission's management. Our responsibility is to express an opinion on these
basic financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the basic financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the basic financial statements. An auditalso includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall basic
financial statement presentation. We believe that our audit provides a reasonable basis for our opimon.
¥

In our opinion, the basic financial statements referred to above present fairly,*in all material respects, the financial
position of the City of Hillsdale Housing Commission, Michigan, as of June 30, 2005, and the changes in its financial
position and its cash flows, thereof for the year then ended in conformity with accounting principles generally accepted
n the United States of America.

In accordanee with Government Auditing Standards, we have also issued our report dated March 8, 2006, on our
consideration of the Commission's internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grants. That report 1s an integral part of an audit performed in accordance
with Government Auditing Standards and should be read in conjunction with this report in considering the results of our
audit.

The management's discussion and analysis on pages ii to vi is not a required part of the basic financial statements but
is supplemental information required by aecounting principles generally accepted in the United States of America. We
have applied certain limited procedures, which eonsisted principally of inquiries of management regarding the methods
of measurement and presentation of the supplemental information. However, we did not audit the information and
express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a whole. The
accompanying supplemental information including the Financial Data Schedule are presented for purposes of additional
analysis and are not a required part of the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, are fairly stated, in all material
respects, in relation to the basic financial statements taken as a whole.

L M fr

Sailor, Khan & Co.
March 8, 2006

P.O. Box 16180, St. Louis, MO 63105 314-726-3308 Fax: 314-726-6308




City of Hillsdale Housing Commission

Management’s Discussion, and Analysis (MD&A)
June 30, 2005
* (Unaudited)

This section of the Hillsdale Housing Commission’s annual financial report presents our management's discussion and
analysis of the Commission's financial performance during the fiscal year ended on June 30, 2005. This discussion and
analysis is designed to assist the reader in focusing on the significant financial issues and activities and to identify any
significant changes in financial position. Please read and consider the information presented in conjunction with the
financial statements as a whole.

For accounting purposes, the Housing Commission is classified as an enterprise fund. Enterprise funds account for
activities similar to those found in the private business sector, where the determination of net income is necessary or
useful to sound financial administration. Enterprise funds are reported using the full accrual method of accounting in
which all assets and all liabilities associated with the operation of these funds are included on the statement of net assets.
The focus of enterprise funds is on income measurement, which, together with the maintenance of equity, is an important
financial indication.

FINANCIAL HIGHLIGHTS

The term "net assets” refers to the difference between assets and liabilities. The Commission's total net assets
as of June 30, 2005 were $1,240,408. The net assets decreased by $136,632, a decrease of 9.9% over the prior
year.

¥
Revenues for the Commission were $298,393 for the year ended June 30, 2005. This was a decrease of $5,219
or 1.7% from the prior year.

Expenses for the Commission were $435,025 for the year ended June 30, 2005. This was a decrease of $22,547
or 4.9% from the prior year.

HUD operating grants were $143,869 for the year ended June 30, 2005. This was a decrease of $3,064 or 2.1%
over the prior year.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report includes this Management Discussion and Analysis report, the Basic Financial Statements
and the Notes to the Financial Statements. This report also contains the Financial Data Schedule (FDS) as
referenced in the section of Supplemental information. The Commission's financial statements are presented
as fund level financial statements because the Commission only has proprietary funds.

Required Financial Statements

The financial statements of the Housing Commission report information of the Commission using accounting
methods similar to those used by private sector companies. These statements offer short- and long-term
financial information about its activities. The Statement of Net Assets includes all the Commission's assets and
liabilities and provides information about the nature and amounts of investments in resources {assets) and
obligations of the Commission creditors (liabilities). It alse provides the basis for evaluating the capital
structure of the Commission and assessing the liquidity and financial flexibility of the Commission.

i



Management’s Discussion and Analysis (MD&A) - Continued

OVERVIEW OF THE FINANCIAL STATEMENTS (CONTINUED)

All of the current year's revenues and expenses are accounted for in the Statement of Revenues, Expenses, and
Changes in Net Assets. This statemnent measures the success of the Commission's operations over the past year
and can be used to determine whether the Commission has successfully recovered all its costs through its user
fees and other charges, profitability and credit worthiness.

The final required financial statement s the Statement of Cash Flows. The statement reports cash receipts, cash
payments, and net changes in cash resulting from operations, investing and financing activities and provides
answers to sueh questions as where did eash come from what was cash used for, and what the change was in
the cash balance during the reporting period.

Notes to the Financial Statemenis

The notes provide additional information that is essential to a full understanding of the data provided in the
basic financial statements and provide more detailed data.

Supplemental Information

This report also contains the Financial Data Schedule (FDS) as referenced in the section of Supplemental
Information. HUD hasestablished Uniform Financial Reporting Standards that require Housing Comimission's
to submit financial information electronically to HUD using the FDS format, This financial information was
electronically transmitted to the Real Estate Assessment Center (REAQ) for the year ended June 30, 2004 and
is required to be included in the avdit reporting package

FINANCIAL ANALYSIS

Net assets may serve, over time, as a useful indicator of a government's financial position. As stated in the table
on the following page, assets exceeded liabilities by $1,240,408 at the close of the year ended June 30, 2005
down from $1,377,040 in 2004. The decrease in net assets of $136,632 was due to the change in net assets for
the vear.

The unrestricted net assets were $296 as of June 30, 20035. This amount may be used to meet the Commission's
ongoing obligations. The Commission had no net assets classified as restricted that are subject to external
restrictions on how they may be used. At the end of the current fiscal year, the Commission is able to report
positive balances in all categories of net assets. The same situation held true for the prior fiscal year.

jii-



Management’s Discussion and Analysis (MD&A) - Continued

FINANCTAL ANALYSIS (CONTINUED)

CONDENSED STATEMENTS OF NET ASSETS

JUNE 30

Dollar Percent

2005 2004 Change Change
Current and other assels 3 23911 % 49652 § (23,741) -47.8%
Restricted assets 11,003 10,235 768 7.5%
Capital assets 1,240,112 1,354,830 {114,718) -8.5%
Total Assets 1,277,026 1,414,717 {137,691) 9.7%
Current liabilities 34,382 35,380 {998) -2.8%
Noncurrent liabilities 2,236 2,297 (61) -2.7%
Total Liabilities 36,618 37,677 {1,059) -2.8%

Net Assets

Invested in capital assets 1,240,112 1,354,830 (114,718} -8.5%
Unrestricted 296 22,210 (21,914) -98.7%
Total Net Assets b 1,240408 % 1,377,040 & (136,632) -9.9%

The largest portion of the Commission's net assets reflects its investmedt in capital assets (e.g. land, buildings
and equipment) less accumulated depreciation. The Commission uses these capital assets to provide service
and consequently these assets are not available to liguidate liabilities or other spending.

While the Statement of Net Assets shows the change in financial position of net assets, the Statements of
Revenues, Expenses, and Changes in Net Assets provides answers as to the nature and source of these changes.

. Ascanbe seen in the table on the following page total revenues decreased by $5,219 due to late and/or delayed

" CFP funding and a severe reduction in operating subsidy. Throughout the Commission’s fiscal year, staff noted
the rapid decline in assets as a result of these reductions and delays and was eventually foreed to terminate staft
positions and reduce staff benefits to compensate. The Commission had decreases in rental revenue, HUD
operating grants and interest ineome. A decrease in HUD Operating Grants was based primanly on severe
reductions imposed by Congress.

-1v-



Management’s Discussion and Analysis (MD&A) - Continued

FINANCIAL ANALYSIS {CONTINUED)

CONDENSED STATEMENTS OF REVENUES, EXPENSES

Revenues
Operating - non-operating:
Rental revenue
HUD operating grants
Interest income
Other income
Total Revenues

Expenses
Personal services
Utilities
Operations and maintenance
Non routine maintenance
lnsurance
Payment in lieu of taxes
Other supplies and expenses
Loss on sale of fixed assets
Depreciation

Total Expenses

Change in net assets
r

Beginning net assets

Ending net assets

AND CHANGES IN NET ASSETS

JUNE 30,
Dollar Percent
2005 2004 Change Change

$ 147,716 $ 148,874 (1,158) -0.8%
143,869 146,933 (3,064) -2.1%
552 2,123 (1,571) -74.0%
6,256 5,682 574 10.1%
298,393 303,612 (5,219 -1.7%
159,971 162,080 (2,109) -1.3%
72,072 72,120 (48) -0.1%
21,341 19,234 2,107 11.0%
12,735 33,765 (21,030) -62.3%
13,823 10,830 2,993 27.6%
6,763 8,680 83 1.2%
32,393 34,818 (2,425) -7.0%
337 -— 337 100.0%
115,590 118,045 (2,455} -2.1%
435,025 457,572 (22,547) -4.9%

(136,632) (153,960) 17,328

1,377,040 1,531,000 (153,960}

3 1.240.408 § 1,377,040 3 {136.632)

Total expenses for Authority deereased by $22,547 due to decreases in personal services, utilities, non-routine
maintenance, other supplies and expenses and depreciation, which were partially offset by increases in

operations and maintenance, insurance, payment in lieu of taxes and loss on sale of fixed assets.

-V-



Management’s Discussion and Analysis (MD&A) - Continued

CAPITAL ASSETS

1

Capital Assets— The Hillsdale Housing Commnission’s investment in capital assets, as of June 30, 2005 amounts
to $1,240,112 {(net of accumulated depreciation). This investment in capital assets includes land, buildings,
improvements, equipment and construction in progress.

CAPITAL ASSETS
NET OF ACCUMULATED DEPRECIATION
JUNE 30,

2005 2004 Dollar Change
Land h) 141,750 § 141,750 $ -
Building 2,377,034 2,377,034 e
Furniture, equipment and machinery - dwelling 37,167 37,210 (43)
Fumniture, equipment and machinery - administration 101,428 101,153 275
Leasehold improvements 232,232 232,232 -—-

2,889,611 2,889,379 232
Accumulated depreciation 1,649.499 1,534,549 114,950
Total $ 1240112 4% 1354830 S_ (114,718)

The total decrease in the Commission's capital assets for the current fiscal year was $114,7138 or 8.5% interms
of net book value. Actual expenditures to purchase equipment and construct capital assets were $1,255 with
retirements of $1,022 for the year.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET AND RATES

The Housing Commission is primarily dependent upon HUD for the funding of operations; therefore, the
Housing Commission is affected more by the Federal budget than by local economic conditions. The funding
of programs cold be significantly affected by the 2006 Federal budget.

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the Commission's finances for all those with
an interest in its finances. Questions concerning any of the information provided in this report or request for
additional financial information should be addressed to

Alton D. Cousino IIT, Executive Director
Hillsdale Housing Commission

45 N. West Street _ Hillsdale, MI 49242
Phone (517) 439-1210 Fax: (517} 439-9577
www.hillsdalehousing.org

vi-



CITY OF HILLSDALE HOUSING COMMISSION

Hillsdale, Michigan

STATEMENT OF NET ASSETS

June 30, 2005

e

ASSETS
Current Assets:
Cash and cash equivalents b3 4,788.46
Investments 10,000.00
Receivable - net of allowances:
Accounts 1,264.75
Prepaid expenses 9,858.07
Total Current Assets 25,911.28
Noncurrent Assets:
Restricted assets:
Cash and cash equivalents v 11,002.96
Total restricted assets 11,002.96
Capital assets:
Land, improvements, and construction in progress 141,750.00
Other capital assets, net of depreciation 1,098,362.26
‘Total capital assets- net 1,240,112.26

Total Noncurrent Assets 1,251,115.22

1,277.026.50

Total Assets $ ,

See noles to financial statements

- -



CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan
STATEMENT OF NET ASSETS (CONTINUED)

June 30, 2005

LIABILITIES

Current Liabilities:
Accounts Payable
Accrued salaries, wages and benefits
Accrued compensated absences
Tenant security deposit liability
Deferred revenues

Total Current Liabilities

Noncurrent Liabilities:
Accrued compensated absences

Total Noncurrent Liabilities

Lt 4

Total Liabilities

NET ASSETS
Invested in capital asselts
Unrestricted

Total Net Assets

Total Liabilities and Net Assets

See notes to financial statcments

.

b 11,436.78
3,587.65
6,761.95

12,071.00
524.63

2.236.00
2,236.00
___36,618.01
1,240,112.26
296.23
1.240,408.49

1.277.026.50

S_L—-—



CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan
STATEMENT OF REVENUE, EXPENSES AND CHANGES IN NET ASSETS

For Year Ended June 30, 2005

Operating Revenues:

Rental revenue i) 147,715.98
Operating subsidies- HUD grants 143,869.00
Other revenues 6,255.67

Total operating revenues 297 840.65

Operating Expenses:

Personal services 159.971.11
Utilities 72,072.06
Cperations and maintenance 21,341.13
Non routine maintenance 12,734.85
Insurance 13,822.60
Payment in lieu of taxes 6,763.09
Other supplies and expenses . 32,392.73
Depreciation N 115,589.81

Total operating expenses 434.687.38

Operating income (loss) (136,846.73)

Non-operating revenues (expenses):

Interest and investment earnings 552.48
Gain (Loss) on sale of fixed assets (337.38)
Net non-operating revenues (expenses) 215.10

Income (loss) before other revenues, expenses,

gains, losses and transfers (136,631.63)

Change 1n net assets (136,631.63)

Net assets at beginning of year 1,377,040.12
Net assets at end of year §  1.240,408.49

See notes to financial statements
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CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan
STATEMENT OF CASH FLOWS

For Year Ended June 30. 2003

Cash flows from operating activities:
Cash received from lenants
Cash received from HUD grants- operating
Cash received from other operating activities
Cash payments for goods and services
Cash payments to employees-salanies
Cash payments to employees-compensated absences
Cash payments for employee benefit contributicns
Cash payments for in lieu of property taxes

Net cash provided (used) by operating activities
Cash flows from capital and related financing activities:
Proceeds from sale of assets

Payments for capital assets

Net cash (used) for capital and related financing activities

Cash flows from investing activities:
Proceeds from sale of (payments) for mvestments
Interest and dividends
Receipts (payments) from tenant security deposits

Net cash provided (used } from investing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Cash and cash equivalents
Restricted cash and cash equivalents

Total cash and cash equivalents at end of year

See notes to financial statements

_4-

3

148,053.04
143,869.00
5092.42
(152,092.69)
(124,802.20)
(916.38)
(38,255.02)

(6,679.85)

(25,731.68)

45.00

(1,254.55)

$

3

3

{1.209.55)

15,130.79
552.48
768.00

16,451.27

(10,489.96)
26,281.38

15,791.42

|

4,788.46
11,002.96

15,791.42
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CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan
STATEMENT OF CASH FLOWS (CONTINUED)

For Year Ended June 30, 2003

Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Operating income (loss)
Adjustments to reconcile operating income to net cash provided
(used) by operating activities:
Depreciation expense
Allowance for doubtful accounts
Changes in assets and liabilities:
Receirvables
Prepaid expenses
Accounts and other payables
Deferred revenues
Compensated absences
Accrued expenses

[ g

Net cash provided (used) by operating activities

See notes to financial statements

-5

$  (136,846.73)

115,589.81
(29.00)

(1,235.75)
(1,383.12)
1,737.04
438.56
(758.68)
(3,243 81)

5 25.731.68



CITY OF HILLSDALE HOUSING COMMISSION

Hillsdale, Michigan

A
e

NOTES TQ THE BASIC FINANCIAL STATEMENTS

June 30. 2005

NOTE 1 - Summary of Significant Accounting Policies

The City of Hillsdale Housing Commission (Commission) is a non-profit entity established to provide low-rent
housing, under the low rent program Annual Contributions Contract for qualified individuals inaccordance with
the rules and regulations prescribed by the Department of Housing and Urban Development and other Federal

agencies.

The Housing Commission complies with generally accepted accounting principles (GAAP). GAAP includes
al| relevant Governmental Accounting Standards Board (GASB) pronouncements. In the financial statements
for the proprietary fund, Financial Accounting Standards Board (FASB) pronouncements and Accounting
Principles Board (APB) opinions issued on or before November 30, 1989, have been applied unless those
pronouncements conflict with or contradict GASB pronouncements, in which case, GASB prevails. For
enterprise funds, GASB Statement Nos. 20 and 34 provide the Housing Commission the option of electing to
apply FASB pronouncements issued after November 30, 1989, except for those that confliet with or eontradict
a GASB pronouncement. The Housing Commission has elected not tg apply those pronouncements. The
accounting and reporting framework and the more significant accounting policies are discussed in subsequent
subsections of this Note.

1a. Financial Reporting Entity
The Housing Commission’s financial reporting entity comprises the following:
Primary Government: Housing Commission

In determining the financial reporting entity, the Housing Commission complies with the provisions of GASB
Statement No. 14 as amended by GASB no 39, “The Financial Reporting Entity,” and includes all component
units, if any, of which the Housing Commission appointed a voting majority of the units” board; the Housing
Commission is either able to impose its will on the unit or a financia! benefit or burden relationship exists.
There are no agencies, Organizations or activities meeting this critena.

1b. Basis of Presentation

Financial statements of the reporting entity's programs are organized and reported as an enterprise fund and are
accounted for by providing a set of self-balancing accounts that constitute its assets, liabilities, fund equity,
revenues, and expenditure/expenses. Enterprise funds are used to account for business-like activities provided
to its tenants. These activities are financed primarily by user charges and/or Federal funding and the
measurement of financial activity focuses on net income measurement similar to the private sector. The
reporting entity includes all of the Comumission’s programs as an enterprise fund.



CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

June 30, 2005

NOTE 1 - Summary of Significant Accounting Policies (Continued)
1b. Basis of Presentation (Continued)
Following is a description of the Commussion's programs:
Program - Brief Description

Low Rent Accounts for activities of the Public and Indian Housing program which
HUD provides an annual subsidy to help public housing agencies (PHAs)
pay some of the cost of operating and maintaining public housing units.

Capital Fund Program Accounts for activities of the Capital Fund which provides funds to
housing authonties to modernize publie housing developments.

lc. Measurement Focus and Basis of Accounting v

LY
Measurement focus is a term used to describe “which” transactions are recorded within the various financial
statements. Basis of accounting refers to “when” transactions are recorded regardless of the measurement focus
applied.

Measurement Focus
7 In tbe financial statements, the “economic resources” measurement focus is used as follows:
> The proprietary fand utilizes an“economic resources” measurement focus. The accounting objectives
of this measurement focus are the determination of operating income, changes in net assets (or cost
recovery), financial position, and cash flows. All assets and liabilities (whether current or noncurrent)
associated with their activities are reported. Proprietary fund equity is classified as net assets.

Basis of Accounting

In the financial statements, the proprietary fund utilizes the accrual basis of accounting. Under the accrual basis
of accounting, revenues are recognized when earned and expenses are recorded when the liabitity is ineurred
or economic asset used.



CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan

NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED}

June 3¢, 2005

NOTE 1 - Summary of Significant Accounting Policies (Continued)
1d. Assets, Liabilities, and Equity

Cash and Investments

For the purpose of the Statement of Net Assets, “cash and cash equivalents™ includes all demand, savings
accounts, and eertificates of deposits or shori-term investments with an original maturity of three months or less.
For the purpose of the Statement of Cash Flows, “cash and cash equivalents” include all demand and savings
accounts, and certificates of deposit or short-term investments with an original maturity of three months or less.

Investments are carried at fair value except for short-term U.S. Treasury obligations, if any, with a remaining
maturity at the time of purchase of one year or less. Those mvestments, if any, are reported at amortized cost.
Fair value is based on quoted market price. Additional cash and investment disclosures are presented in Notes

2b. and 3a. v

)

Interprogram Receivables and Payables

During the course of operations, numerous transactions occur within individual programs that may result in
amounts owed between these programs. Offsetting interprograms are eliminated for financial statement

presentation.

Receivables

Receivables consist of all revenues gamed at year-end and not yet received. Tenant accounts receivable and
accounts receivable miscellaneous compose the majority of receivables. Allowances for uncollectible accounts
receivable are based upon historical trends and the periodic aging of accounts receivable.

Budgets and Budgetary Acconnting

The Commission adopts a formal operating budget each year for it's operating programs and on a project length
basis for it's capital expenditures which are approved by the Board of Commissioners and submitted to the
Department of Housing and Urban Development for their approval, if required.

Estimates and Assumptions

The Commission uses estimates and assumptions in preparing financial statements. These estimates and
assumptions affect the reported amounts of assets and liabilities, the disclosure of contingent assets and

liabilities, and reported revenues and expenses.



CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

June 30, 2005

NOTE 1 - Summary of Significant Accounting Policies {Continued)
1d. Assets, Liabilities, and Equity (Continued)

Capital Assets
The accounting treatment over property, plant, and equipment (capital assets) is as follows:

In the financial statements, capital assets purchased or acquired with an original cost of $200.00 or more are
accounted for as capital assets. All capital assets are valued at historical cost, or estimated historical cost if
actual is unavailable, except for donated capital assets which are recorded at their estimated fair value at the

date of donation.

Depreciation of all exhaustible capital assets is recorded as an allocated expense depending on the program
where the asset is shown, in the Statement of Revenues, Expenses and Changes in Net Assets, with accumulated
depreciation reflected in the Statement of Net Assets. Depreciation is pro‘vidcd over the assets’ estimated useful
lives using the straight-line method of depreciation. The range of estimated useful lives by type of asset is as

follows:
Buildings 5-40 years
Furniture, equipment and machinery - dwelling 1G-15 years
P Furniture, equipment and machinery - administration ' 3-20 years
Leasehold improvements 5-20 years

Restricted Assets

Restricted assets include cash and investments legally restricted as to their use. The primary restricted assets
are related to the Tenant Security Deposits of the Low Rent Program which is a HUD program.

Compensated Absences

The Housing Commission’s policies regarding vacation time permit employees to accumulate earned butunused
vacation leave. The liability for these compensated absences s recorded as short-term and long-term liabilities
based on historical trends. ln accordance with the provisions of GASB Statement No. 16, no liability is

recorded for non-vesting accumnulating rights to receive sick pay benefits.



CITY OF BILLSDALE HOUSING COMMISSION
Hilisdale, Michigan
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

June 30_2005

NOTE 1 - Summary of Significant Accounting Policies {(Continued)

id.

Assets, Liabilities, and Equity (Continued)

Equity Classifications

Equity is classified as net assets and displayed in two components:

Ie.

Invested in capital assets, net of related debi—-Consists of capital assets including restricted capital
assets, net of accumulated depreciation and reduced by the outstanding balances of any bonds,
mortgages, notes, or other borrowing that are attributable to the acquisition, construction, or
improvement of those assets. The Commission had no related debt.

Unrestricted net assets—All other net assets that do not meet the definition of “restricted” or “invested

in capital assets, net of related debt.” Y

Revenues, Expenditures, and Expenses

Operating Revenues and Expenses

Operating revenues and expenses are those that result from providing services and delivering goods and/or
s services. It also includes all revenue and expenses not related to capital and related financing, noncapital

financing, or investing activities.

Non-operating revenues and expenses are those that are not operating in nature.

Interfund Transfers

For the purposes of the Statement of Revenues, Expenses and Change in Net Assets, all interfund transfers
between individual programs, if any, have been eliminated.

- 10 -



CITY OF HILLSDALE HOUSING COMMISSION
Hi]lsdale, Michigan
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

June 30. 2005

NOTE 2 - Stewardship, Compliance, and Accountability

The Commission and its component units, if any, are subject to various federal, state, and Jocal laws and
contractual regulations. An analysis of the Commission’s compliance with significant laws and regulations and
demonstration of its stewardship over Commission resources follows.

2a. Program Accounting Requirements

The Commission's complies with all state and local laws and regulations requiring the use of separate programs.
The programs used by the Commission are as follows:

Program Required By
Public and Indian Housing U.S. Department of Housing and Urban Development
Capital Fund Program U.S. Department of Housing and Urban Development
N
2b. Deposits and Investments Laws and Regulations

In accordance with state law, all uninsured deposits of the Commission in financial institutions must be secured
with acceptable collateral valued at the lower of market or par. All financial institutions pledging collateral to
the Commission must have a written collateral agreement. As reflected in Note 3a., all deposits were fully

; insured or collareralized.

Investments of the Commission are limited by state Jaw to the following:

a. Direct obligations of the U.S. Government o1 its agencies or instrumentalities to which acceptable
collateral is pledged.

b. Certificates of deposit or savings accounts that are either insured or secured with acceptable collateral.

2c. Revenue Restrictions

The Commission has various restrictions placed over certain revenue sources. The primary restncted revenue

sources in¢lude:

Revenue Source Legal Restrictions of Use
Capital Fund Program Modernization

For the year ended June 30, 2005, the Commission complied, in all material respects, with these revenue
restrictions.
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CITY OF HILLSDALE HOUSING COMMISSION
Hil|sdale, Michigan
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

June 30. 2005

NOTE 3 - Detail Notes on Transaction Classes/Accounts

The following notes present detail information to support the amounts reported in the basic financial statements
for its various assets, liabilities, equity, revenues, and expenditures/expenses.

3a. Cash and Investments

Deposits

The Commission’s policies regarding deposits of cash are discussed in Note 1d. The table presented below 1s
designed to disclose the level of custody credit risk assumed by the Commission based upon how its deposits
were insured or secured with collateral at June 30, 2005. The categories of credit risk are defined as follows:

Category 1—Insured by FDIC or collateralized with sccuritie's held by the Commission {or public
trust) or by its agent in its name .

Category 2— Uninsured but collateralized with securities held by the pledging financial institution’s
trust department or agent in the Commission’s name

Category 3—Uninsured and uncollateralized; or collateralized with securities held by the pledging
financial institution, or by its trust department or agent but not in the Commission’s name; or

! eollateralized with no written or approved collateral agreement
Custody Credit Risk Total
Total Bank Category Category Category Carrying
Type of Deposits Balance 1 2 3 Value
Demand deposits 3 17,780.82 § 17,789.82 % - % — % 1569142
Total Deposits A 17,780.82 § 17.789.82 § — % — 15.691.42




CITY OF HILLSDALE HOUSING COMMISSION
Hilisdale, Michigan
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

June 30, 2005

NOTE 3 - Detail Notes on Transaction Classes/Acceunts (Centinued)
3a. Cash and Investments (Continued)

Investments

The Commission’s policies and applicable laws regarding investments are discussed in Notes 1d. and 2b. The
table presented below is designed to disclose the level of market risk and custody credit risk assumed by the
Commission (or public trust) based upon whether the investments are insured or registered and upon who holds
the security at June 30, 2005. The categories of credit risk are defined as follows:

Category 1—Insured or registered with securities held by the Commission or its agent in the
Commission’s name

Category 2—Uninsured and unregistered with securities held by counterparty’s trust department or
agent in the Commission’s name

Category 3--Uninsured and unregistered with securities held by the counterparty or by its trust
department or agent but not in the Commission’s name

Custody Credit Risk
! Category Category Category Canrving Fair
' 1 2 3 Amount Value
Certificate of Deposit $ 10,000.00 § ———- by —-- $ 10,000.00 % 10,000.00
h 10,000.00 § - % —- 3 10.000.00 3 10,000.00
3b. Restricted Assets

The restricted assets as of June 30, 2005, are as follows:

Cash
Including Time Accrued
Type of Restricted Assets Deposils Investments Interest Total
Tenant security deposits 5 11,002.96 & -— 3 — ¥ 11.002.96
¥ 11,002.96 § — ¥ - 5 11.002.96
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CITY OF HILLSDALE HOUSING COMMISSION

Hilisdale, Michigan

NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

June 30. 2005

NOTE 3 - Detail Notes on Transaction Classes/Accounts {Continuned)

3¢. Accounts Receivable

Receivables detail at June 30, 2005, is as follows:

Tenant accounts receivable $ 101.50
Allowance for doubtful accounts -—--
Tenants accounts receivable - net 101.50
Accounts receivable - miscellaneous 1,163.25
S___ 126475
ad Capital Assets \
N
Capital asset activity for the year ended June 30, 2005, was as follows:
Balance Balance
July 1, June 30,
2004 Additions {Retirements) 2005
Land $ 14175000 § = - S $  141,750.00
Building 237703454 e 2,377,034.54
Furniture, equipment and machinery-
dwelling 37,209.82 629.00 (672.00) 37,166.82
Furniture, equipment and machinery-
administration 101,152.47 625.55 {350.00) 101,428.02
Leasehold improvements 232231.75 — —- 232.231.75
2,889,378.58 § 1,254.55 % {1,022.00) 2,889,611.13
Accumulated depreciation 1,534,548.68 % 115,589.81 § (639.62) 1,649,498.87
Total $ 1,354.829.90 $ 1,240,112.26

—_—
———————

- 14 -
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CITY OF HILL.SDALE HOUSING COMMISSION
Hillsdale, Michigan
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

June 30,2005

NOTE 3 - Detail Notes on Transaction Classes/Accounts (Continued)
3e. Accounts Payable

Payable detail at June 30, 2005, 1s as follows:

Vendors 8 4,673.69
Other government - PILOT 6,763.09
$ 11.436.78
31. Compensated Absences

Accumulated unpaid compensated absences are accrued. The liability for compensated absences at June 30,
2005 is $8,997.95. .

3g. Non-current Liabilities

As of June 30, 2003, the non-current liabilities are comprised of the following:

Accrued compensated absences - non current portion . b 2,236.00
Total $ 2,236.00

The following is a summary of changes in non-current liabilities for the year ended June 30, 2005:

Balance Balance Amounts

June 20, June 30, Due within

2004 Additions Deductions 2005 One Year
Accrued compensated absences § 2.296.63 § - 3 60.63 $ 2.236.00 $_ 6.761.96
Total $ 2.296.63 § - 3 60.63 % 223600 §  6,761.96




CITY OF HILLSDALE HOUSING COMMISSION
Hi}lsdale, Michigan
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

June 30. 2005

NOTE 3 - Detail Notes on Transaction Classes/Accounts (Continued)
3h. Interprogram Transactions and Balances

Operating Transfers

Transfers Transfers
n out
Public and Indian Housing - Low Rent $ 67,662.00 % -
Capita!l Fund Program — 67,662.00
Total 8 67.662.00 § 67.662.00

Transfers are used to move revenues from the program that is authorized to transfer them to the program in
accordance with budgetary authorizations. *

NOTE 4 - Other Notes
4a. Employee Retirement Plan

Defined Contribution Plan: The Commission has also provided a defined contribution plan. The defined
contribution plan is available to all full-time employees not already participating in another plan. In a defined
contribution plan, benefits depend solely on amounts contributed to the plan, investment earmmngs, and
forfeitures of other participants’ benefits that may be allocated to such participant’s account. Benefits vest after
ten years of service. The Commission contributed 6.41 percent of covered payroll.

For the year ended June 30, 2005, the following amounts related to the defined contribution plan:

) Commission total payroll $121,558.39
Payroll for covered employees $121,558.39
— Employer (Commission) contributions made § 8,160.83
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CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

June 30, 2005

NOTE 4 - Other Notes (Continued)
4h. Risk Management

The Commission is exposed to various risks of loss related to torts; theft of, damage to, or destruction of assets;
errors and omissions; injuries to employees; employees health and life; and narural disasters. The Commission

manages these various risks of loss as follows:

Type of Loss Method Managed
a. Torts, errors and omissions Purchased insurance with Municipal Insurance Alliance.
b. Injures to employees Purchased insurance with Michigan Municipal League
{workers' compensation) Workers Compensation Fund. Claims are administered by

Michigan Municipal Lea%ue Workers Compensation Fund.
¥

c. Physical property loss and Purchased commercial insurance with $500 deductibles.
natural disasters

d. Health and life Purchased health insurance with Blue Cross Blue Shield;
Life insurance is provided by Fortis Life Insurance.

7 Management believes such coverage is sufficient to preciude any significant uninsured losses to the
Commission. Settled claims have not exceeded this Insurance coverage in any of the past three fiscal years.

4c. Commitments and Contingencies

Contingencies

The Commission is subject to possible examination by Federal and State authorities who determine compliance

with terms, conditions, laws and regulations governing other grants given to the Commission in the current and
prior years. No significant violations of finance-related legal or contractual provisions occurred.

-17-



CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan
COMBINING STATEMENT OF NET ASSETS BY PROGRAM

June 30, 2005

Low Rent Capiral Fund
Program Program Totals
ASSETS
Current Assets:
Cash and cash equivalents by 478846 & - $ 4,788.46
Investments 10,000.00 - 16,000.00
Receivable - net of allowances:
Accounts 126475 - 1,264.75
Prepaid expenses 9,858.07 - 9,858.07
Total Current Assets 25911.28 e 25911.28
Noncurrent Assets:
Restricted assets: Y
Cash and cash equivalents 11,002.96 S 11,002.96
Total restricted assets 11,0026 - 11.002.96
Capital assets:
Land, improvements, and construction in progress 141,750.00 ———— 141,750.00
Other capital assets, net of depreciation 1,098,36226 - 1,098,362.26
Total capital assets- net 1,240,112.26 — 1.240,112.26
Total Noncurrent Assets 1,251,11522 - 1.251,115.22
Total Assets $ 1277.02650 §_ - § 1.277.026.50
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Hillsdale, Michigan

CITY OF HILLSDALE HOUSING COMMISSION

COMBINING STATEMENT OF NET ASSETS BY PROGRAM (CONTINUED)

June 30, 2005

LIABILITIES
Current Liabilities:
Accounts Payable

Accrued salaries, wages and benefits
Accrued compensated absences
Tenant security deposit hability

Deferred revenues

Total Current Liabilities

Noncurrent Liabilities:

Accrued compensated absences

Total Noncurrent Liabilities

Total Liabilities

NET ASSETS

Invésted in capital assets

Unresrtricted

Total Net Assets

Total Liabilities and Net Assets

Low Rent Capital Fund

Program Program Totals
b 1143678 § - 3 11,436.78
3,58765 - 3,587.65
6,761.95 —-- 6,761.95
12,071.00 - 12,071.00
524.63 —— 524.63
3438201 0 - 34,382.01
2,236.00 ¥ o 2,236.00
223600 0 - 2,236.00
36,618.01 o 36,618.01
1,240,112.26 — 1,240,112.26
296.23 — 296.23
1,240,408.49 — 1,240.408.49
$ 127702650 % —— § 127702650
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CITY OF HILLSDALE HOUSING COMMISSION

Hillsda]e, Michigan

COMBINING STATEMENT OF REVENUE, EXPENSES AND
CHANGES IN FUND NET ASSETS BY PROGRAM

For Year Ended June 30. 2003

Operating Revenues:
Rental revenue
Operating subsidies- HUD grants
Other revenues

Total operating revenues

Operating Expenses:
Personal services
Ulities
Operations and maintenance
Non routine maintenance
Insurance
Payment in lieu of taxes
Other supplics and expenses
Depreciation

Total operating expenses
'!
Operating income (loss)
Non-operating revenues {expenses):
Interest and investment earnings
Gain (Loss) on sale of fixed assets

Net non-operating revenues {expenses)

Income {loss) before other revenues, expenses,
gains, losses and transfers

Operating transfers in (out)
Change n net assets
Net assets at beginning of year

Net assets at end of year

Low Rent Capital Fund

Program Program Totals
$ 14771598 § - 147,715.98
76,207.00 67,662.00 143.869.00
6,255.67 —-- 6,255.67
230.178.65 67,662.00 297,840.635
159,971.11 ———— 159,971.11
72,072.06 — 72,072.06
21,341.13 ———as 21,341.13
1273485y e 12,734 85
13822600 - 13,822.60
6,763.09 - 6,763.09
3239273 0 - 31239273
11558981 - 115,589.8]
434,687.38 — 434 687.38
(204,508.73) 67,662.00 {136,846.73)
352.48 — 352.48
(337.38) — {337.38)
215.10 —r- 215.10
(204,293.63) 67.662.00 (136.631.63)
67,662.00 (6766200 _  -—

(136,631.63)

1,377.040.12

(136,631.63)

1,377.040.12

$ 1,24040849 3

1,240,408 49




CITY OF HILLSDALE HOUSING COMMISSION

Hillsdale, Michigan

COMBINING STATEMENT OF CASH FLOWS BY PROGRAM

For Year Ended June 30, 2005

Cash flows from operating activities:
Cash received from tenants
Cash received from HUD grants- operating
Cash received from other operating activities
Cash payments for goods and services
Cash payments to employees-salaries
Cash payments to employees-compensated absences
Cash payments for employee benefit contributions
Cash payments for in lieu of property taxes

Net cash provided (used) by operating activities

Cash flows from noncapital financing activities:
Operating transfers in (out}

Net cash provided (used ) from non capital
financing activities

CashAlows from capital and related financing
activities:

Proceeds from sale of assets

Payments for capital assets

Net cash (used) for capital and related financing
activities

Cash flows from investing activities:
Proceeds from sale of {payments) for investments
Interest and dividends
Receipts (payments) from tenant security deposits

Net cash provided (used ) from investing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Low Rent Capital Fund

Program Program Totals
3 148,053.04 § - 148,053.04
76,207.00 67,662.00 143,869.00
509242 - 5,092.42
(152,092.69y - (152,092.69)
(124,802.20) e (124,802.20)
(916.38) - (916.38)
(38,2550 - {38,255.02)
(6,679.85y - (6,679.85)
(93,393.68) 67,662.00 {(25,731.68)

¥
*

67,662.00 (67,662000 -
67,662.00 (67662000 -
4500 - 45.00
{1,254.55) - (1,254.55)
(1,209.55) - (1,209.55)
15,130.7¢ - 15,130.79
552.48 ——— 552.48
768.00 — 768.00
1645127 0 16451.27
(10,489.9¢y - (10,489.96)
26,281.38 — 26.281.38
% 15,791.42 § — 15.791.42
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CITY OF HILLSDALE HOUSING COMMISSION

Hillsdale, Michigan

COMBINING STATEMENT OF CASH FLOWS BY PROGRAM (CONTINUED)

For Year Ended June 30, 2005

Cash and cash equivalents
Restricted cash and cash equivalents

Total cash and cash equivalents at end of year

Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Operating income (loss)

Adjustments to reconcile operating income to net cash

provided (used} by operating activities:
Depreciation expense
Allowance for doubtful accounts
Changes in assets and liabilities:
Receivables
Prepaid expenses
Accounts and other payables
Deferred revenues
Compensated absences
Accrued expenses

Net cash provided (used) by operating activities

Low Rent Capital Fund

Program Program Totals
3 478846 § - b 4,788.46
11,002.96 -— 11,002.96
b 1579142 § —- 3 15.791.42
$ (204,508.73) % 67.662.00 § (136,846.73)
115,589.81 ¥ - 115,589.81
9000 - {29.00)
(1,235.75) -— (1,235.75)
(1,383.12y - (1,383.12)
1,737.04 ————- 1,737.04
438.56 ———- 438.56
(75868  -—- (758.68)
(3,24381) - (3,243.81)
% (93,393.68) % 67.662.00 $_ (25731.68)




CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan

PHA’S STATEMENT AND CERTIFICATION OF
CAPITAL FUND PROGRAM COSTS

June 30, 2005

Actual Capital Fund Program costs are as follows:

CFP 501-04
Funds approved $ 67,662.00
Funds expended 67,662.00
Excess of Funds Approved $ —
Funds advanced $ 67.,662.00
67,662.00

Funds expended

L ¢

Excess (deficiency) of Funds Advanced % —

The costs as shown on the Actual Cost Certificate dated June 13, 2005 submitted to HUD for approval i$ in
agreement with the PHA’s records as of June 30, 2005.

All costs have been paid and all related liabilities have been discharged through payments.
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FDS
Line
ltem No.

111
114

100

125

126

120

161
162
163
164

1685
166

160

180

190

CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan
FINANCIAL DATA SCHEDULE

Year Ended June 30. 2005

Low Rent Capital Fund
Program Program
14.850a 14.872 Total
Assets:
Current Assets:
Cash
Cash-unrestricted $ 4,78846 $ = - $ 4,788.46
Cash-tenant security deposits 11,00296 - 11,002.96
Total cash 1579142 e 15,791.42
Accounts and notes receivable:
Accounts receivabie- miscellaneous 1,16325 - 1,163.25
Accounts receivable- tenants-dwelling rents 101.5¢ - 101.50
¥
Total receivables, net of allowance for doubtful
accounts ' 126475 - 1,264.75
Current investments:
Investments-unrestricted 10,000.00 - 10,000.00
Prepaid expenses and other assets 985807 e 0,858.07
Total curtent assets 3691424 0 36,914.24
Noncurrent Assets:
Fixed assets:
Land 141,75000 - 141,750.00
Buildings 237703454 - 2,377,034.54
Furniture, equipment and machinery-dwellings 37,166.82 - 37.166.82
Furniture, equipment and machinery-
administration 101,42802 - 101,428.02
Leasehold improvements 232,231.7s - 232.231.75
Accumulated depreciation (1,649 498.87) — (1,649.498.87)
Total fixed assets, net of accumulated
depreciation 1,240,112.26 e 1,240,112.26
Total noncurrent assets 1,240,11226 - 1,240,112.26
Total Assets $ 127702650 § = - $ 1.277.026.50
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312
321
322
333
341
342

310

354

350

300

508.1

512.1

600

CITY OF HILLSDALE HOUSING COMMISSION

Hillsdale, Michigan

FINANCIAL DATA SCHEDULE (CONTINUED)

Year Ended June 302005

Liabilities and Equity:

Liabilities:

Current Liabilities:

Accounts payable < 90 days

Accrued wage / payroll taxes payable

Accrued compensated absences- current portion
Accounts payable -other government

Tenant security deposits

Deferred revenues

Total current liabilities

Noncurrent Liabilities:

Accrued compensated absences- non current
portion

Total noncurrent liabilities

Total liabilities

Equity:
Investment in capital assets , Net of Related Debt

Unrestricted Net Assets

Total Liabilities and Equity

Low Rent Capital Fund
Program Program
14.850a 14.872 Total

$ (4,673.69) § — 5 (4,673.69)
(3,587.65) - (3,587.65)
{6,761.95) e (6,761.95)
{6,763.09) e (6,763.09)
(12,071.00) e (12,071.00)
{524.63) — {524.63)
(34,382.01) -—-- {34,382.01)
{2,236.00) — {2,236.00)
{2,236.00) - {2,236.00)
(36,61801) - (36,618.01)
{1,240,112.26) e {1,240,112.26)
(296.23) - {296.23)
$(1.,277,02650y % e $ (1,277.026.50)
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703
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705

706
711
715
716

700

911
912
914
915
916

924

031
932
933

94]
942

943

945

CITY OF HILLSDALE HOUSING COMMISSION
\Hillsdale, Michigan
FINANCIAL DATA SCHEDULE (CONTINUED)

Year Ended June 30, 2005

Low Rent Capital Fund
Program Program
14.850a 14.872 Total
Revenue:
Net remtal revenue (146,890.00) § - $  (146,890.00)
Tenant revenue-other (825.98) — {825.98)
Total tenant revenue (147,71598)  eee (147,715.98)
HUD PHA operating grants (76,207.00) (67,662.00) (143,869.00)
Investment income-unrestricted (552.48) - (552.48)
Other revenue (6,255.67) - (6,255.67)
Gain on sale of fixed assets 33738 0 - 337.38
¥
Total revenue {230,393.75) ’ (67,662.00) {298,055.75)
Expenses:
Administrative
Administrative salaries 61,870.59 —_ 61,870.59
Auditing fees 2,390.00 — 2,390.00
Compensated absences 15770 - 157.70
Employee benefit contributions-administrative 21,190.06 —_ 21,190.06
Other operating-administrative 2927449 e 29,274 .49
Tenant services
Tenant services-other 72824 - 728.24
Utilities
Water 17,571.62 - 17,571.62
Electricity 38,697.59 — 38,667.59
Gas 15,8028 - 15,802.85
Ordinary mainfenance and operation
Ordinary maintenance and operation-labor 59.6878¢ - 59.687.80
Ordinary mainienance and operation-materials &
other 10,814.09 — - 10,814.09
Ordinary mainfenance and operation-contracl
costs 10,197.04 —- 10,197.04
Employee benefit contributions-ordinary
maintenance 17,064.96 - 17.064.96
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CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan
FINANCIAL DATA SCHEDULE (CONTINUED)

Year Ended June 302005

FDS Low Rent Capital Fund
Line Program Program
Item No. 14.850a 14.872 Total
Protective services
952 DProtective services-other comntract costs 33000 0000000000 - 330.00

General expenses

961 Insurance premiums 13,2260 - 13,822.60
963 Payments in lieu of taxes 6,763.09 - 6,763.09
969 Total operating expenses 306,362.72 o 306,362.72
970 Excess (deficit) operating revenue over operating
expenses {75,968.97) N 67,662.00 (8,306.97)
971 Extraordinary maintenance - 12,734.85 ————- 12,734.85
974 Depreciation expense 115,589.81  —--m- 115,589.81
Total expenses other than total operating 128,324.66 - 128,324.66
¢ Excess (deficit) of revenue over expenses before
1000 operating transfers in (out) and depreciation add (204,293.63) 67.662.00 {136,631.63)
back
1001 Operating transfers in 6766200 - 67,662.00
1002 Operating transfers out —— (67,662.00) (67,662.00)
Excess (deficit) of revenue over expenses after
operating transfers in (out) and depreciation add
back $ (13663163) §_ =~ - $  (136.631.63}




Sallor Certified Public Accountants

Khan & Co.

Report on Compliance and on Internal Control Over Financial Reporting Based

on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

Board of Commissioners
City of Hillsdale Housing Commission
Hillsdale, Michigan

We have audited the financial statements of the City of Hillsdale Housing Commission, Michigan, (Commission) as of and for
the year ended June 30, 2005, and have issued our report thereon dated March §, 2006. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Compliance
As part of obtaining reasonable assurance about whether the Commission's financial statements are free of material misstatemnent,

we performed tests of its compliance with certain provisions of laws, regulations, contracts and grants, noncompliance with
which could have a direct and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do not express such an
opinion. The results of our tests disclosed one instance of noncompliance that is required to be reported under Government
Auditing Standards which is described in the accompanying schedule of findings ahd questioned costs.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Commission's internal control over financial reporting in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to provide
assurance on the internal control over financial reporting. However, we noted a certain matter involving the internal control
over financial reporting and its operation that we consider to be a reportable condition. Reportable conditions involve matters
coming to our attention relating to significant deficiencies in the design or operation of the internal control over financial
reporting that, in our judgement, could adversely affect the Commission's ability to record, process, summarize and report
financial data consistent with the assertions of management in the financial statements. The reportable condition is described
in the accompanying schedule of findings and questioned costs.

A material weakness is a condition in which the design or operation of one or more of the intenal control components does not
reduce to a relatively low level the risk that misstatements in amounts that would be material in relation to the financial
statements being audited may occur and not be detected withina timely period by employees in the normal course of performing
their assigned functions. Our consideration of the internal control over financial reporting would not necessarily disclose all
matters in the internal contro} that might be reportable conditions and, accordingly, would not necessarily disclose all reportable
conditions that are also considered to be material weakncsses. However, we believe the reportable condition described above
is not a material weakness.

This report is intended for the information of the City of Hillsdale Housing Commission, Michigan's management, and federal
awarding agencies and is not intended to be and should not be used by anvone other than these specified parties.

/rf/"/ (o Jor.

Sailer, Khan & Co.
March §, 2006
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CITY OF HILLSDALE HOUSING COMMISSION
I—Iil[sdale, idichigan
STATUS Ol;‘ l"RIOR AUDIT FINDINGS
June 30. 2005

The prior audit report for the year ended June 20, 2004 contained no audit finding:

o



CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

June 30, 2005

FINANCIAL STATEMENT FINDINGS

The current audit report for the year ended June 30, 2005 disclosed the following Financial Statement audit findings:

1.

Budget Overruns.

Criteria:

The Housing Commission must operate with budget constraints.
Condition:

We noted the following budget overruns for fiscal year ended June 30, 2005:

Description Budget Actual Overruns

Utilities 5 66,390.00 3 7210;2.06 h) 5,682.06
Non-Routine Expenditures 4,500.00 12,734 .85 8.234.85
Total Operating Expenditures 313,540.00 318,939.87 5,399.87

Questioned Costs:

None

Effect:

The Housing Commission exceeded the operating budget in the aforementioned categories.

Cause:

The Housing Commission did not ensure that these budget categories were not exceeded.

Recommendation:

We recommend that the Housing Commission place greater emphasis on operating within the budget

constraints. Also, when it appears that the current budget has become insufficient, the Housing Commission
must prepare a budget revision.
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CITY OF HILLSDALE HOUSING COMMISSION
Hillsdale, Michigan
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

June 30, 2005

FINANCIAL STATEMENT FINDINGS (CONTINUED)

1.

Budget Overruns (Continued).

Management’s Response:
We recognized that drastically reduced subsidy allocations, late or delayed CFP funding and increased labor
and benefits costs were impacting our financial statements in a negative manner prior to fiscal year end. Due

to these factors, we implemented changes resulting in staff reductions and benefits reductions prior to fiscal year
end which would result in a positive cash flow for the next fiscal year.

Action Plan:

¥
The Hillsdale Housing Commission has already taken steps to correct this deficiency and 1s operating in a
positive cashflow position during the current fiscal year.
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TMEN ros

o 5 U.S. Department of Housing and Urban Development
By E4
3w
; mm“ : Detroit Field Office
2, ,& Office of Pubiic Housing
am mever® Patrick V. McNamara Federal Building

477 Michigan Avenue, Room 1710
Detroit, Ml 48226-2592
Tel. {313)226-7900 FAX (313) 226-6160

AUG 1 1 2006

Mr. Alton Cousino II
Executive Director

Hillsdale Housing Commission
45 N. West Street

Hillsdale, Michigan 49242

Dear Mr. Cousino:

Subject: Independent Auditor Report No. 03-PH-0092
Fiscal Year Ended June 30, 2006

We have reviewed the documentatipn that the Hillsdale Housing Commuission has /
submitted, addressing the finding relating to budget overruns, relayed in the IPA auditors report.
The documentation is sufficient; the finding has been addressed and is now closed.

If you have any questions please feel free to contact Patricia Hairston, Revitalization
Specialist, at (313) 226-6830, Ext, 8201.
A

Sinc,erely,

bbert E. Nelson

Director
Office of Public Housing

www. iud.gov



HILLSDALE HOUSING COMMISSION

+5 N. West Street _ Hillsdale, MI +9+2+
Phone: {(517) +39-1210 _ Fax: (317} +39-9577%
www.hillsdalehousing.org

August 3, 2006

Robert Nelson, Director of Public Housing
US Department of HUD

McNamara Federal Building

477 Michigan Avenue

Detroit, MI 48226-2592

re: Independent Auditor Report No. 05-PH-0092
Fiscal Year Ended June 30, 2005

Dear Director Nelson:

Please accept this letter in response to your correspondence dated J uly 06, 2006, regarding a
finding listed in the FYE 06/30/2005 Audit Report for the Hillsdale Housing Commission,
Project Number MI103. (Please note that the letter erroneously refers to the audit for FYE

06/30/2006; the audit for that year has not yet been completed and we are therefore submitting
this letter referring to FYE 06/30/2Q05.)
A

Your letter requests that we submit a letter of explanation of the finding. The table below lists a
description for each item of inquiry:

Description Budpet Actual Overrun Overrun Description
Utilities $66,390.00 §72,072.06 $5,682.06 A dramatic increase in actual utility costs beyend our control

was abserved. The utility line item was increased in the
following year’s budget.
Non-Routine Exp. $4,500.00  §12,734.85 $8,234.85 Three main water heaters supplying water to all units in our
Public Housing development required replacement
simultaneously. This increased our expenses and required us
to drastically reduce costs in other areas. (The total cost of
this repiacement was nearly $30,000.) :

Total Op. Exp. $313,540.00 3$318,939.87  35399.87 The majority of this overrun is included in the descriptions
above. However, it should be noted that a large portion of

this overrun occurred as a result of the cost of prior personnel
costs, rectified prior to FYE.

In addition to the items listed above, please be advised that dverruns at least partially resulted
from drastically reduced subsidy levels during the grading period and late and/or delayed CFP
funding, as specified in the body of the audit report and in our MD&A audit attachment.

=1
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Opportunity



Hilisdale Housing Commission 08/03/06 Page 2

To at least partially compensate for this reduction in funding, the Hillsdale Housing Commission
reduced controllable costs, staff and benefits prior to FYE, as also discussed in the body of the
report. Also as verbally discussed, since our PHA took action to rebuild reserves and balance the
budget immediately, we can show an increase in operational reserves for FYE 06/30/2006.

Thank you for your time. If you have questions or if we may be of service, please do not hesitate
to contact us.

Sincerel; yours )
7 S KL’LE,/&-L, Lol Fresident
Alton D. Cousino III, PHM Karri/Doty, Board President d !
Executive Director, Hillsdale Housing Commission Hillsdale Housing Commission
cC: Hillsdale Housing Commission
Files

>
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Mr. Alton Cousino II
Executive Director

Hillsdale Housing Commission
45 N. West Street

Hillsdale, Michigan 49242

Dear Mr. Cousino:

Subject: Independent Auditor Report No. 05-PH-0092
Fiscal Year Ended June 30, 2006

We are in receipt of the audit report for the Hillsdale Housing Commission’s fiscal year
ended June 30, 2006 Sailor Kahn & Co. C.P.A. performed the audit. The audit report contained
one finding. The commission must take immediate action to address this finding as follows:

Finding No. 1- Budget Overruns:

The auditor indicated the PHA must operate with budget constraints. The following budget
overruns were noted for fiscal year ended June 30, 2005:

Description Budget Actual Qverruns
Ulilities ' 8 66,390.00 $72,072.06 $ 5,682.06
Non-Routine Expenditures 4,500.00 12,734.85 8,234.85
Total Operating Expenditures 313,540.00 318,9359.87 5,399.87

The auditor specified the Hillsdale Housing Commission exceeded the operating budget in the
aforementioned categories, and the PHA did not ensure and monitor these budget categories

Corrective Action:
The HHC must submit an explanation of the expenses incurred that exceeded the budget. In

addition, the HHC must come into compliance and submit to HUD a plan for reducing cost
overruns within 30 days from the receipt of this letter.

' www.hud.gov



All documentation must be submitted to this office within 30 days of the date of this letter. If
there are any questions please contact Patricia Hairston, Public Housing Revitalization

Specialists at (313) 226-7900 extension 8201.
7 %/pw

obert E. Nelson
Director
Office of Public Housing

»



